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KEY ECONOMIC INDICATORS 


A B Cc 
INCOME, PRODUCTIVITY, EMPLOYMENT 1973 1974 1975 


GNP at Current Prices (Mar.Yr.) 7437.7 9057.9 10050 .8* 
GNP at Constant (1965-66) Prices 
(Mar. Yr.) 4873.1 5194.6 N/A 
Per Capita GNP, Current Prices 
(Mar .Yr.) 2536.7 3024.3 3284.6 
Indices: 
Industrial Production 
(1965-66=1000) (Mar.Yr.) 1384 1566 N/A 
Average Labor Productivity (2) (2) 
(1965-66=1000) (Mar. Yr.) 1096 
Average Weekly Wage Rate 
(1965=1000) (Mar.Yr.) 1950 2198 2565 
Personal Income (Mar.Yr.) 6656.6 9827.7 N/A 
Labor Force (000's) (April) 1136.5 1179.7 1193.6 
Average Unemployment Rate 
(000's) (Dec.) 2 1.3 = 


MONEY AND PRICES 


Money Supply (Sep.Yr.) (3) 1354.5 1482.1 9.4 
Public Debt Outstanding 
(Dec. Yr.) 4246.1 5523.9 30.1 
External Debt (Dec.Yr.) Fa3ck 1407.1 82.0 
Domestic Debt (Dec.Yr.) 3471.9 4116.8 18.6 
External Debt Service Ratio # 1:9 250 31.6 
Comm'l Bank Interest Rate (Oct.) 6.0 6.0 No change No 
Indices: 
Retail Sales (1958=1000) 3711 4128 + 11.2 
(Sep.Yr.) 
Wholesale Prices (1958=1000 
(Sep. Yr.) 
Consumer Price (Dec.Qtr.1974=1000) 
(Dec. Yr.) 


(2) 


1125 1120 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 
(Dec .Yr.) 869.4 613.3 576.3 
Balance of Payments (Current 
Account Balance) (Dec.Yr.) Sur. 160.2 859.8 985.4 
Balance on Trade (Dec.Yr.) Sur. 378.0 558.8 632.2 
Exports (FOB) (Sep.Yr.) 1935.4 1821.8 1667.6 
U.S. Share (Sep.Yr.) 303.9 265.2 176.4 - - 
Imports (CIF) (Sep.Yr.) 1587.5 2399.1 2778.1 + ~ 
U.S. Share (Sep.Yr.) 184.0 301.5 387.5 + + 


#Does not include amortization; * Estimate; (1) Revised; (2) Provisional; (3) The Public Debt 
covers all monies borrowed either internally or externally to be used for national development 
within New Zealand, it does not include the country's borrowing to boost overseas reserves. 


SOURCES: New Zealand Institute of Economic, Research's " terly Predictions"; Monthly 
Abstract of Statistics; Reserve Bank Bulletin; Overseas Exchange Tramsactions; “Country 
Analyses of External Trade". 





SUMMARY 


New Zealand is increasingly feeling the effects of the world recession. The 
policy followed by the former Labour Government to minimize the effects of 

this recession on New Zealand ahd to maintain full employment resulted in a 
large government deficit, a very adverse balance of payments, a loss of foreign 
exchange reserves and heavy borrowing abroad. Starting in 1974 a decline in 
demand for New Zealand's main exports and rapidly rising prices for imports 
accentuated its deteriorating terms of trade and added to domestic inflationary 
pressures. The delay in the economic recovery of those countries which are 
important customers for New Zealand's main exports, has further strained New 
Zealand's international and domestic economic situation. 


The farming sector suffered a seriously declining share of the national income 

up to mid-1975 because of rising costs and reduced export returns. The de- 
valuation of the New Zealand dollar in August 1975 helped to shift income back 

to the agricultural sector. Certain government farm assistance such as a 
fertilizer subsidy and suspensory loans to sheepfarmers also helped. Higher price 
support and supplementary payment levels on certain farm products also gave a 
needed guarantee of minimum return. Export prices for some pastoral products 
began to rise in the latter part of 1975. But farm investment remains below 

the level necessary for needed long term growth. 


The trend up to mid-1975 of salaries and wages increasing faster than retail 
prices was reversed in the second half of 1975. But company profits have 


remained low. Productivity and per capita income have actually fallen slightly. 
Though unemployment remained below 1% and high government expenditures buoyed 
consumer spending during 1975 there was increasing concern about the possibility 
of layoffs in industry. This has caused a decline in confidence in the business 
community. The increasing precariousness of the economic situation is generally 
regarded as the major reason for the unexpectedly large majority gained by 

the National Party in the November 1975 national elections. 


A number of economic measures announced in December and January by the new 
National Government were aimed at adjusting to a reduced level of economic 
activity. They paved the way for shifting a larger share of the national 

income into investment and away from consumption. In a move to cut government 
spending most consumer subsidies were reduced drastically. To reduce inflationary 
pressures, cost-of-living wage increases due in January were cut back. To cut 
imports an import deposit scheme was imposed on several classes of consumer 
imports and some construction and industry related imports. 


Some United States exports to New Zealand may decline in 1976 as New Zealand 
strives to reduce its trade deficit. However, as the Government policies 
are effective in restoring business and farm profits and confidence and 
investment increases, the demand for many products the U.S. exports to 

New Zealand should increase. 





ctihken 
Current Economic Situation and Trends 


Balance of Payments Situation Though Grave Should Improve in 1976 


A continued high level of import payments during 1975 while the value of some 
of New Zealand's main agricultural exports was generally below 1973-74 prices, 
caused a serious deterioration in the balance of payments. Though steps were 
taken in 1975 to reduce the volume of imports, the large import price increases 
meant continued high import payments; $2,476 million* in 1975 (compared with 
$2,277 million in 1974 and $1,486 million in 1973). According to recent 
government statistics the value of private import orders continued to increase 
during the last half of 1975. Private import payments for the year ending 
June 1976 are estimated likely to reach $2,516 million (vs. $2,228 million 

for the period ending June 1975 - a nearly 13% increase - and $1,780 million 
for the June 1974 year). However, with inflation slowly being brought more 
under control in those countries which are the main sources for New Zealand's 
imports, along with a decline in import volume, New Zealand's import payments 
are expected to begin to decline in the latter part of 1976. 


The total value of exports in 1975 ($1,876 million), though 7.4% above 1974 
was still less than 2% above 1973. The trade deficit for 1975 was $600 
million. According to recent estimates the prospects for further increases 

in export receipts in 1976 are good. This, combined with the expected decline 
in import payments in the latter part of 1976 could result in a trade surplus 
for 1976. 


The deficit on invisibles transactions has continued its large annual increase, 
reaching $386 million in 1975 (vs. $286 million in 1974 and $207 million in 
1973). This has been due primarily to increased transport costs, growing debt 
servicing costs, and expenditures abroad of New Zealand travelers. However, 
recent monthly figures suggest that the large growth rate may be tapering off. 
Also, invisibles receipts are growing. 


The current account deficit for 1975 totalled $985 million (vs. $816 million 
in 1974 and a surplus of $152 million in 1973). 


Bridging the large gap between current account receipts and payments there was 
a net capital inflow during the period of $664 million made up of $511 million 
in government borrowing, $361 million in private borrowing, $167 million in 
other official receipts and also $162 million in IMF drawings and a capital 
outflow of $375 million. Foreign exchange reserves at the end of 1975 were 
$547 million (vs. $825 million in December 1974). 


Though the over-all balance of payments situation is still grave, there are 
some grounds for cautious optimism for an improvement during 1976. 


Sa a ee 

*All dollar figures used in this report are New Zealand dollars unless 
otherwise indicated. The value of the New Zealand dollar is set by a 
controlled float. NZ$1.00 equals US$1.0589 
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Outlook for Farmers Generally Shows Improvement From Low of 1974-75 


During the 1974-75 season the farming sector suffered a heavy decline in export 
receipts because of reduced demand - and prices - abroad. According to the 
results of a recent survey between 1973-74 and 1974-75 gross sheep farm income 
fell by 27% and net income by 70%. Farmers responded by greatly reducing 
capital and development expenditure. Though prices for meat and wool remained 
relatively low and the numbers of sheep and cattle declined, fortuitous 
favorable climatic conditions resulted in a notable rise in agricultural 
output up to mid-1975. Wool production rose 7%, dairy production 6% and meat 
2%. Even so, the low export prices and continuing large increases in farm 
costs reduced average net farm incomes by 50%. The 15% devaluation of the 
New Zealand dollar in August 1975 served to boost farmer's export receipts. 
Steps were taken by farm and agricultural marketing groups, supported or 
encouraged by the Labour Government, aimed at stabilizing (and guaranteeing 
minimum) incomes for different farming sectors. 


During the second half of 1975 foreign markets for some of New Zealand's 
major exports began to show an improvement. For example, wool earnings from 
auction sales to November 30 rose by 66%. December prices were well up. The 
market for lamb also improved late in 1975 and the improvement is expected to 
continue in 1976. The prices for beef and veal exports to the U.S., New 
Zealand's principal customer, have increased some and there is optimism in 
meat export circles they may rise more. 


However, of New Zealand's principal exports in 1975, butter (up nearly 34%) 
and cheese (up 70%) showed the largest increases by value over 1974. Cheese 
and butter exports to the U.K., New Zealand's principal customer, should 
remain fairly high during 1976. However, though an 18% increase in the price 
for butter exports to the U.K. in 1976 was negotiated, it was conditional on 
limiting shipments to 134,482 tons. The over-all outlook for dairy products 
exports in the 1975/76 season is for slow growth. Dairy farm incomes are 
predicted to fall below the 1974 season. The situation for non-fat milk 
powder (NFMP) exports looks bleak for 1976. New Zealand has large stocks of 
unsold NFMP (reportedly nearly 330,700 tons). 


New Zealand became a corn exporter of some note in the 1974-75 season exporting 
over 44,000 U.S. tons. Exports may be larger in the 1975/76 season. 


Recent figures show increased export receipts for pastoral products have had 
some beneficial effect on farm expenditures. Fertilizer sales have risen. But 
continuing cost increases still limit net farm income to below that needed for 
increased farm investment. Gross Farm Income at current prices for the year 
ending in June 1976 was forecast by the New Zealand Department of Agriculture 

to rise by only 19.5% over the 1974/75 June year to $1,451 million. At constant 
prices, it will in fact be lower than in 1970-71. Because of the concern for 
the farmers' situation the new (National) Minister of Agriculture has announced 
an urgent survey of the economic state of farmers with the objective of 
recommending the best type assistance to restore adequate levels of farm income. 
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Manufactured and Forestry Exports Continue an Impressive Growth 


Between the years 1974 and 1975 manufactured exports rose nearly 36% to $267 
million. From 1973 to 1975 they rose a whopping 86%. The share of total 
exports accounted for by manufactured products rose from 11% in 1974 to over 
14% in 1975. Though forest products exports ($154 million in 1975) were up a 
modest 7.6% over 1974 (mostly due to industrial troubles) they rose nearly 
33% in 1974. Forest products exports are likely to show another big jump 

in 1976. 


High Inflation and Low Business Profits Discourage Investment 


The Consumer Price Index (CPI) rose 15.8% in 1975 (7.8% during the last six 
months) and, according to a number of expert observers, it could very likely 
rise 17% to 20% in 1976. 


Though over-all retail sales at current prices were 10% greater in November 

1975 than the same month of 1974, from October to November they actually fell 
5.2%. Furthermore, whereas sales of such items as furniture and household 
appliances, radios, TV, etc., showed increases of 22 to 27% (to beat increasing 
prices), construction’ materials such as hardware and builders' hardware, paint, 
etc., showed nearly an 8% decrease (due to a fall-off in building construction). 
Company income is forecast to increase only about 3% through the year ending 
March 1976. In real terms this will represent a significant decline in income. 


According to industry sources private capital formation may decline in the 

year ending March 1976 by up to 4 to 5% due in great part to low profit levels. 
The building industry has felt the fall in demand for construction especially 
hard. Building permits of all types for the year ending November 1975 was 
91,050, valued at $1,081 million vs. 96,872 permits valued at $1088.2 million 
in the November 1974 year. Estimated new house and apartment building permits 
for 1975 totalled 32,280 compared with 34,974 permits for 1974. The value of 
permits for factory and warehouse construction also showed a large decline, 

$82 million for the November 1975 year, compared with $108 million the November 
1974 year, a decline of nearly 32%. 


Steps Were Taken in Late 1975 to Tighten Increasing Liquidity 


In mid-1975 savings banks were allowed to increase interest %% on one and two 
year investment accounts to 54% and 6% respectively. Other changes in terms and 
rates were also announced to reverse the declining popularity of investment 
accounts. The monthly average trading bank deposits increased from $2,110 
million for December 1974 to $2,394 million for December 1975 and at the end 
of December deposits stood at the record level of $2,437 million. In December 
in the face of increasing deposits the Reserve Bank increased reserve asset 
ratio requirements of trading banks from 30% to 39% (later to 41%) on current 
deposits and from 12% to 15% (later to 16%) on savings deposits. While trading 
deposits grew $155 million in December, lending rose by only $7 million. 
Savings deposits growth during the last 5 weeks of 1975 averaged over $3 
million per week to reach $558 million on 31 December. 
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New Government Swings Into Action On New Economic Policies 


The Labour Government policies of large overseas borrowing and deficit 
financing to maintain full employment will not be pursued by the National 
Government. The National Government strategy in 1976 will give priority to 
bringing the current international account into balance, to reducing 
Government expenditures (and the deficit which the new Prime Minister has 
said is likely to reach $1,200 million in the March 1976 fiscal year) and 
to paving the way for reducing inflation and restoring business and farm 
profits and thereby increase investment. 


By way of implementing its policies, shortly after taking office, the 
National Government announced large reductions in a number of government 
consumer subsidies. For exanple, electricity rates are to rise 45% in 

April 1976, domestic postage rates and the price of fresh milk doubled in 
February, charges for telephone service, long distance calls, and telegrams 
rose markedly, intercity rail travel rose 64%, suburban rail travel 38%. 

Also, in its first week in office, the new Government increased the reserve 
assets on demand and time deposits of trading banks. The Government also 
increased the price of gasoline 24 cents a gallon to cover increased petroleum 
costs. 


The semi-annual cost-of-living wage and salary increase due in January was 
well below the 7.8% called for to match the 6 months increase in the CPI. 

The 9 cents an hour increase was about equivalent to an average increase of 
3.5 per cent of all wages. A one-third import deposit scheme was announced 

in January on a number of items, including (in addition to several luxury 

and consumer goods) some construction equipment such as earthmovers,and 

office equipment, calculators, typewriters, computers, etc. The items covered 
represent about 7% of total imports. 


Real Gross National Product Expected To Decline In 1976 


The overall volume of production in New Zealand for the year ending March 1975 
increased just over 2%. Taking into account the growth in the labor force in 
that period the real gross domestic product per worker declined nearly 4%. 
Though Gross National Product (GNP) at current prices is expected to increase 
nearly 10% in 1975/76, to $10,440 million, the growth in the real GNP, which 
was about 4.5% in the year ending March 1975, is forecast to decline to a 
negative growth in 1976 as both foreign borrowing and the volume of production 
fall. Real per capita income will suffer an even greater decline. 


U.S. Rises to Third Place Among Suppliers of New Zealand's Imports 


The New Zealand Department of Statistics figures show that the United Kingdom 
again returned to first place (with 19.8% of the total) as the source for New 
Zealand's imports. Australia has dropped to 2nd place with 19.6% and the 
U.S. has risen to 3rd place with 13.9% replacing Japan which supplied 12.9%. 
The total value of imports reached $2,634 million in the period. The U.K. 
held its traditional place as New Zealand's principal customer, taking over 
24% of New Zealand's exports. Japan rose to 2nd place with 12.8% replacing 
the United States which dropped to 4th place just after Australia, taking 
10.6% (vs. 10.8% for Australia). Total exports in the year reached $1,582 
million. 
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IMPLICATIONS FOR THE UNITED STATES 


With the over-all objective of eliminating the deficit in the current account 
there will be considerable emphasis on reducing imports. The import deposit 
scheme is such a step. Though consumer (especially luxury) goods generally 

are the most vulnerable among imports which might be reduced, they actually 
represent only about 15% of total imports. Materials used in manufacturing 

and for agriculture make up the lion's share of New Zealand's imports. 

Cutting these can affect farm and industrial production and employment. It 
could affect certain exports. New Zealand will likely continue to stress 
expansion of export industries though there may be greater selectivity among 
those whose growth should be encouraged. There may be greater attention to 
industrial "rationalization". Imports of equipment and materials for 
industries with significant actual or potential possibilities of rapid 

export expansin may be facilitated. This means, in effect that though the 
volume of certain manufacturing materials and plant and equipment may decline 
temporarily, there will be opportunities for continued exports to New Zealand 
in most all of these broad categories. Industries using New Zealand materials 
(e.g. forest products), especially if their production is exported will likely 
be in a better position to import needed machinery and equipment. Food 
processing and packaging equipment, electric power generating and measuring 
equipment, coal mining machinery, petroleum and gas exploration and development 
equipment, natural gas processing, distribution and utilization equipment, 
heavy transport (e.g. logging) equipment are examples of the categories which 
would appear to offer continuing sales potential. Among materials for which there 
would appear a continuing potential are tobacco, synthetic rubber, chemicals, 
(including industrial, fertilizers, insecticides and fungicides), pharmaceutical 
compounds, metals and cotton and synthetic fibers and fabrics. This list is 
not all inclusive. 


With an over-all decline in New Zealand imports, other principal suppliers of 
New Zealand (mainly Australia, the U.K., Japan and the EEC countries) will be 
increasingly aggressive to maintain or increase their level of exports. 
Australia has a free trade agreement with New Zealand. About half of their 
trade moves under this agreement. As the "British Preferences" (special duty 
concessions) enjoyed by the U.K. are being phased out Britian's trading 
advantages are diminishing. 


Opportunities exist for U.S. exporters to compete effectively through price, 
delivery time, servicing and product quality. There are also opportunities 
for manufacture or processing in New Zealand under license. Though New 
Zealand does not seek foreign investment, proposals which are clearly in New 
Zealand's interest in accordance with specifically defined criteria are 
welcome. 
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